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EXAMINATION  IN  GENERAL  ACCOUNTING 


Thursday,  November  4,  1943,  from  9 A.  M.  to  1 P.  M. 


Note  to  Candidates — Mere  answers  to  questions  do  not  provide 
sufficient  evidence  of  ability.  An  air  of  appearance  of  professional 
workmanship  is  desired — including  neatness,  absence  of  amateur 
performance,  set-up  of  answers,  and  clearness  of  explanations.  Place 
your  candidate  number  and  page  number  at  the  top  right-hand  cor- 
ner. Papers  are  to  be  clipped  at  the  top  left-hand  corner. 


QUESTION  NO.  1 

(a)  A corporation  takes  out  a life  insurance  policy  on  the  life  of  its 
President,  in  which  the  Company  is  named  as  beneficiary.  The 
beneficiary  clause  is  revocable,  and  the  beneficiary  clause  is  later 
changed  naming  the  two  principal  stockholders  as  beneficiaries.  The 
premiums  are  paid  by  the  company,  and  the  company  has  the  power 
to  borrow  on  the  policy,  which  it  has  done  from  time  to  time. 

Required 

In  your  opinion  is  the  cash  surrender  value  of  the  policy  an  asset 
of  the  company? 

(1)  When  the  company  has  no  loan  outstanding  on  the  policy. 

(2)  When  the  company  has  a loan  outstanding  on  the  policy. 

Give  reasons  for  your  opinion. 

(b)  You  have  completed  your  first  examination  of  the  statements 
and  records  of  the  Overload  Coal  Mining  Company  for  the  current 
year.  Your  papers  disclose  that  the  mining  property  was  acquired 
ten  years  previously  and  that  the  coal  in  place  at  the  end  of  the 
current  year  is  fifty  per  cent  (50%)  of  the  tonnage  in  place  esti- 
mated by  competent  engineers  at  the  time  the  property  was  pur- 
chased at  incorporation.  The  records  do  not  reflect  this  condition. 
The  balance  sheet  shows  a small  surplus  (designated  as  earned)  in 
excess  of  the  capital  stock  outstanding  which  was  issued  for  cash. 
Dividends  have  been  paid  consistently  for  the  past  eight  years.  Fed- 
eral Income  Tax  and  other  tax  returns  have  been  prepared  with  the 
depletion  of  the  coal  removed  from  the  mine  taken  as  a deduction  in 
each  year.  These  returns. agreeing  otherwise  with  the  books  show  an 
operating  deficit,  i.  e.,  a return  as  dividends  to  stockholders  of  more 
than  the  earnings,  considering  the  depletion  as  a deductible  expense. 


3 


PENNSYLVANIA  DEPARTMENT  OF  PUBLIC  INSTRUCTION 


Required 

(1)  Would  you  insist  on  revising  the  statements  to  reflect  the 
depletion  for  the  year  and  accumulated  depletion  to  date 
before  issuing  your  certificate? 

(2)  If  not,  what  method,  if  any,  would  you  adopt  to  inform  the 
stockholders  of  the  conditions? 

(3)  If  all  the  stockholders  were  active  in  the  affairs  of  the  com- 
pany, and  the  amount  due  creditors  at  all  times  was  nominal, 
would  your  decision  be  affected? 


QUESTION  NO.  2 

State  the  tax  returns  required  to  be  filed  with  the  Commonwealth 
of  Pennsylvania  by 

(a)  A Pennsylvania  Manufacturing  Company. 

(b)  A New  York  Manufacturing  Corporation  with  a plant  and 
office  in  Pennsylvania. 

In  each  instance,  explain  the 

(c)  Basis  of  tax. 

(d)  Rate  of  tax. 

(e)  Date  returns  are  due. 

(f)  Date  tax  is  payable. 


QUESTION  NO.  3 


You  are  engaged  by  a Pennsylvania  Manufacturing  Company  to 
analyze  the  following  profit  and  loss  statements  prepared  from  the 
books  of  that  company  : 


Gross  sales  . 

Less:  Allowances  and  adjustments 

19U 

$12,000,000 

1,500.000 

19^0 

$8,750,000 

500,000 

Net  sales  

$10,500,000 

$8,250,000 

Cost  oj  Sales 

Beginning  inventory,  finished  

Direct  labor  

Raw  materials,  special  

Materials,  other  

Indirect  expense  

Depreciation  

$2,200,000 

4,800,000 

4,000.000 

800,000 

400,000 

1,200.000 

$1,000,000 

2.700.000 

2.100.000 

300.000 

150.000 
1,200,000 

Ending  inventory,  finished  

$13,400,000 
6,000.000 

$7,450,000 

2,200,000 

Cost  of  sales  

$7,400,000 

$5,250,000 

Gross  profit  

General  administrative  and  selling  expense  

$3,100,000 

400,000 

$3,000,000 

250,000 

Net  profit  before  income  taxes  

$2,700,000 

$2,750,000 
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The  company  manufactures  one  single  uniform  product  in  a com- 
petitive market. 

The  management  knows  that  wages  have  risen  in  its  industry  and 
in  its  plant  by  an  overall  average  of  about  50%  from  1940  to  1941. 
Special  raw  materials  used  in  manufacture  increased  approximately 
50%  and  other  costs  have  risen  in  varying  degrees.  However,  unit 
selling  prices  did  not  increase  in  proportion  to  the  costs.  Although 
the  number  of  units  sold  increased  20%  from  250,000  in  1940  to 
300,000  in  1941,  the  company  did  not  expect  the  profit  for  1941  to  be 
as  favorable  as  the  statements  indicate,  in  view  of  the  adverse  condi- 
tions stated.  However,  the  operating  departments  claimed  large  sav- 
ings due  to  technological  improvements  in  manufacture  and  in  the 
shifting  of  supervisors  and  personnel. 

The  management  is  faced  with  the  necessity  of  making  important 
decisions  with  respect  to  the  payment  of  dividends,  the  adjustment  of 
executives’  compensation,  and  a program  of  plant  expansion.  Although 
the  profit  and  loss  statement  indicates  a favorable  profit  before  taxes, 
the  company’s  cash  position  is  not  strong.  The  management,  being  at 
a loss  to  understand  the  apparent  contradiction  presented  by  the  in- 
creased costs  and  the  results  shown  by  the  statements,  has  requested 
you  to  analyze  the  statements  and  determine  to  what  factors  the  profit 
for  1941  is  due,  assuming  for  the  purpose  of  comparison  that  the  year 
1940  was  a normal  one  for  the  company.  It  is  requested  that  the 
analysis  indicate  to  what  extent  each  factor  influences  the  profit. 

In  addition  to  the  foregoing  information,  you  have  assembled  the 
following: 


1941 

1940 

Beginning  inventory 

Ending  inventory  

Production  

Direct  labor  man  hours  

. . . 2,845,000 

50,000  units 

100.000  units 

300.000  units 
2,400,000 

Special  raw  material  used: 

mo 

Net  Tons 

Amount 

Gross  weight  

Scrap  recovered  

Net  weight  used 

2,000 

500 

1,500 

$2,600,000 

500,000 

2,100,000 

1941 

Gross  weight  

Scrap  recovered  

Net  weight  used 

2,300 

300 

2,000 

4,450,000 

450,000 

4,000,000 

Depreciation  was  computed  on  a straight  line  basis. 

The  company  maintains  a simple  process  cost  system.  Inventories 
are  priced  at  moving  average  costs  computed  monthly,  that  is,  the 
cost  used  for  inventory  pricing  at  the  end  of  any  month  is  computed 
at  the  average  of  the  beginning  inventory  and  the  cost  of  production 
for  the  month.  It  was  noted  that  costs  for  the  latter  months  of  1941 
were  considerably  higher  than  for  the  early  months  of  the  year  as 
increased  labor  and  material  costs  became  effective. 

In-process  inventories  are  not  a factor  in  the  foregoing  statements. 
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Required 

From  the  foregoing  facts,  prepare  the  following: 

(1)  Analysis  showing  the  factors  responsible  for  the  1941  profit 
as  compared  with  the  1940  profit. 

(2)  The  extent  to  which  the  operating  department  has  effected 
savings  in  labor  and  raw  material  costs. 

(3)  Brief  comments  as  you  think  necessary  which  would  be  the 
basis  for  your  report. 


QUESTION  NO.  4 

With  reference  to  Par  Value  Treasury  Stock  and  to  Treasury  Stock 
having  no  Par  Value,  state: 

(1)  Brief  definition  and  general  purpose. 

(2)  Accounting  treatment  in  the  books  of  account  for  Treasury 
Stock: 

(a)  Acquired  by  the  company  through  donation. 

(b)  Purchased. 

(c)  Sold. 

(3)  Accounting  treatment  on  the  Balance  Sheet  of  the  company, 
giving  your  reasons  for  your  conclusions  and  your  references 
to  accounting  texts  or  other  authorities. 

(4)  Accounting  treatment  prescribed  in  the  Federal  Revenue  Code 
for  invested  capital  purposes. 


Thursday,  November  4,  1943,  from  2 P.  M.  to  5 P.  M. 


QUESTION  NO.  5 

In  presenting  the  financial  statements  of  the  Renegotiable  Manu- 
facturing Co.,  a Pennsylvania  corporation,  for  the  year  1942,  the 
management  was  unable  to  determine  to  what  extent  the  profits  of 
the  company  (which  are  all  derived  from  its  war  contracts)  might  be 
subject  to  recapture  under  the  renegotiation  provisions  of  the  Sixth 
Supplemental  National  Defense  Appropriation  Act.  You  qualified 
your  certificate  accordingly. 

As  a result  of  renegotiation  proceedings  completed  late  in  1943,  the 
company  agreed  to  refund  to  the  Government  during  1944,  the  sum 
of  $1,600,000,  less  a reduction  of  80  per  cent  in  the  applicable  excess 
profits  tax.  In  addition,  the  company  suffered  an  appropriate  reduc- 
tion in  its  excess  profits  tax  post-war  refund. 

Following  is  a condensed  statement  of  income  as  originally  presented 
to  the  stockholders  for  the  calendar  year  1942: 
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Net  sales $11,000,000 


Cost  of  sales,  administrative  and  other  expenses  8,000,000 

$3,000,000 

Federal  and  State  income  taxes  (estimated) : 

Pennsylvania  income  tax  50,000 

Federal  normal  and  surtax 100,000 

Federal  excess  profits  tax *2,210,000 

$2,360,000 

Less  post-war  refund  of  excess  profits  tax *176,000 

$2,184,000 

Income  before  provision  for  contingencies $816,000 

Provision  for  contingencies  (post-war  inventory 

adjustments  and  reconversion  expense) . . . 100,000 

Income  transferred  to  surplus $716,000 


* Net  of  credit  of  .$50,000  availed  of  through  debt  retirement. 

Required 

(1)  Compute  the  adjustment  for  the  1942  renegotiation  lia- 
bility and  state  what  entry  or  entries  you  would  ap- 
prove for  the  recording  of  such  liability  as  of  December 
31,  1943,  keeping  in  mind  that  it  is  estimated  that  the 
net  income  for  1943  will  not  exceed  $500,000  before 
consideration  is  given  to  a possible  renegotiation  lia- 
bility for  that  year. 

(2)  What  adjustments  of  the  1942  statement  of  income  would 
you  approve  if  the  renegotiation  liability  had  been 
settled  prior  to  the  presentation  of  your  report  and  prior 
to  the  filing  of  the  company’s  income  and  excess  profits 
tax  returns  for  the  year. 

Note:  Disregard  recomputation  of  Pennsylvania  corporate  net 

income  tax. 


QUESTION  NO.  6 

A,  B,  and  C operated  a business  as  partners.  They  decided  to 
liquidate  as  of  June  30.  1943,  and  it  was  agreed  that  from  time  to 
time  as  the  assets  were  realized  cash  distributions  would  be  made  in 
a manner  that  would  not  prejudice  the  equities  of  the  respective 
partners.  The  profits  and  losses  on  liquidation  were  to  be  shared 
as  follows: 


A 50% 

B 35% 

C 15% 
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The  records  at  the  close  of  business  June  30,  1943,  showed  the 
following: 

Land,  buildings,  and  equipment  (net  of  de- 
preciation)   - $50,000.00 

Other  assets  50,000.00 

Total  assets  $100,000.00 

Partnership  accounts 

A $60,000.00 

B 25.000.00 

C 15,000.00 


Total  $100,000.00 

As  of  July  15,  1943,  $10,000  had  been  realized  on  assets  carried 
at  $15,000  and  was  distributed. 

Between  July  15,  1943,  and  July  31,  1943,  $30,000  was  realized  on 
assets  carried  at  $35,000  and  was  distributed. 

As  of  August  31,  1943,  the  land,  buildings,  and  equipment  were  sold 
for  $50,000  cash,  which  was  distributed  in  final  liquidation. 


Required 

(1)  Show  amount  of  cash  distributed  to  each  partner  at  July  15, 
July  31,  and  August  31,  1943. 

(2)  Show  the  distribution  of  loss  on  liquidation  among  the 
partners. 


QUESTION  NO.  7 

Outline  an  audit  program  for  the  examination  of  a Second  Class 
School  District  in  Pennsylvania,  and,  in  doing  so,  give  consideration 
to  the  requirements  of  the  Pennsylvania  School  Code  regarding  the 
audit  of  School  Districts. 

Also  give  a list  of  the  schedules  which  your  audit  report  would 
contain. 


QUESTION  NO.  8 

The  income  of  Corporation  X for  the  calendar 
year  1942  was  $90,000.00 

and  included  an  expense  of  in- 
terest on  borrowed  money  of.  . $5,000.00 

representing  interest  on  a demand  note  payable 
of  $100,000  outstanding  during  the  entire 
year  1942. 

The  capital  stock  of  the  company  at  December  31,  1941,  and  1942, 
outstanding  was  $500,000,  which  represented  5,000  shares  of  $100 
par  value  sold  for  cash. 
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The  surplus  account  at  January  1,  1942,  was  $540,000,  $500,000 
representing  accumulated  earnings  and  $40,000  representing  a write- 
up of  the  land  on  which  the  buildings  of  the  corporation  are  located. 
Dividends  of  $40,000  were  declared  on  September  1,  1942,  to  stock- 
holders of  record  on  September  5,  1942,  and  payable  on  September 
15,  1942.  A value  of  $850,000  was  declared  for  Federal  capital  stock 
tax  purposes  as  of  June  30,  1942,  for  the  year  ended  that  date,  the 
return  filed  and  tax  thereon  paid  when  due. 

The  earnings  of  the  company  for  the  pre-war  years,  before  income 
taxes,  as  shown  by  the  returns  filed  after  examination  by  the  Internal 
Revenue  Service  were  as  follows: 


1936  loss 

1937  gain 

1938  gain 

1939  gain 


($3,000.00) 

67.000. 00 

40.000. 00 

100,000.00 


For  the  purposes  of  this  problem  ignore  Pennsylvania  corporate  net 
income  taxes. 


Required:  For  the  year  1942: 

(a)  Compute  Federal  declared  value  excess  profits  net  income 
and  tax. 

(b)  Compute  Federal  normal  tax  net  income. 

(c)  Compute  Federal  surtax  net  income. 

(d)  Compute  Federal  excess  profits  credit. 

(e)  Compute  Federal  adjusted  excess  profits  net  income. 


Friday,  November  5,  1943,  from  9 A.  M.  to  1 P.  M. 


QUESTION  NO.  9 

The  Pennsylvania  Cannery  Company  is  engaged  in  the  packing  of 
canned  vegetables.  The  value  of  the  inventory  of  finished  goods  for 
the  fiscal  year  ended  June  30,  1942,  and  the  cost  of  goods  manufactured 
for  the  year  then  ended  were  determined  in  accordance  with  pro- 
cedures consistently  followed  from  year  to  year  which  were  as  follows: 

Raw  materials  at  actual  costs 

Direct  labor at  actual  costs 

Overhead  at  standard  costs 

Standard  rates  for  the  application  of  overhead  costs  are  established 
at  the  beginning  of  each  fiscal  year,  a different  rate  being  established 
for  each  product  and  each  size  of  can,  the  relationship  between  the 
various  rates  being  predetermined  as  a result  of  engineering  and 
accounting  studies  of  production  expenses.  These  rates  are  applied 
currently  to  each  month’s  production,  at  the  end  of  the  fiscal  year, 
the  over  or  under  absorbed  overhead  is  adjusted  between  costs  of  sales 
and  finished  goods  inventory. 
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The  total  overhead  costs  for  the  year  ended  June  30,  1942,  aggregated 
$291,564.10,  and  the  underabsorbed  overhead  at  June  30,  1942, 
amounted  to  $24,074.10.  All  the  inventory  of  finished  goods  on  hand 
June  30,  1941,  had  been  sold  during  the  year  under  review  and  there 
was  no  inventory  of  goods  in  process  at  June  30,  1942,  or  at  June 
30,  1941. 

The  standard  overhead  rates  by  product,  the  year’s  production,  and 
the  inventory  on  hand  at  June  30,  1942,  were  as  follows: 


Overhead 

Y ear’s 

Inventory 
June  30, 

Rate 

Production 

1942 

Product 

Per  Dozen 

in  Dozens 

in  Dozens 

#300  asparagus  cut  spears  . . . . 

$0.05 

244,000 

188,000 

#300  vegetarian  beans  

.05 

1,440,000 

— 

12-ounce  catsup  

.07 

357,000 

29,000 

20-ounce  juice  

.10 

181,000 

11.000 

# 10  juice  

.40 

180,000 

66,000 

#300  pork  and  beans  

.05 

1,364,000 

15,000 

Required 

Determine  the  allocation  of  unabsorbed  overhead  between  the  in- 
ventory at  June  30,  1942,  and  cost  of  sales  for  the  year  then  ended. 
Give  adjusting  journal  entry  and  show  calculations. 


QUESTION  NO.  10 

(a)  The  X Corporation  was  incorporated  in  Pennsylvania  in  1928, 
and  you  have  been  appointed  by  the  Board  of  Directors  to  make  a 
limited  examination  of  the  statements  and  accounts  of  the  company 
for  the  year  ended  June  30,  1943.  You  are  informed  that  the  by-laws 
contain  no  reference  to  the  appointment  of  auditors  or  reports  to  stock- 
holders. You  further  find  that  no  examinations  have  been  made  by 
independent  certified  public  accountants,  or  formal  reports  furnished 
to  stockholders,  except  a verbal  summary  at  the  stockholders’  meeting. 

Required 

(1)  What  would  you  advise  the  Directors  as  to  the  scope  of  the 
audit  under  these  conditions? 

(2)  What  would  be  the  extent  of  your  examination,  if  any,  of 
the  records  of  the  prior  years? 

(b)  The  X National  Bank  located  in* a Central  Reserve  City  has 
assets  of  approximately  $200,000,000.  It  accrues  earnings  on  demand 
loans,  bills  discounted  and  securities  on  a daily  basis. 

Required 

Outline  an  audit  program  with  respect  to  the  verification  of  income 
from  demand  loans  and  bills  discounted. 
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QUESTION  NO.  1 1 

(1)  Define  the  term  amortization  and  the  method  of  determina- 
tion and  basis  of  amortization  of  war  facilities. 

(2)  (a)  Explain  what  is  meant  by  positive  and  negative  con- 

firmation of  accounts  receivable. 

(b)  Describe  the  conditions  under  which  each  or  both 
methods  are  applicable. 

(c)  What  is  the  detail  procedure  of  the  accountant  in  the 
positive  confirmation  of  accounts  receivable? 

(3)  Explain  the  difference,  if  any,  in  the  method  of  verifying 
the  ownership  and  quantities  of  inventories  of  a client  fa) 
which  are  held  by  bonded  warehouses  and  for  which  Nego- 
tiable Warehouse  Receipts  are  held;  (b)  held  by  a supplier 
pending  delivery;  fc)  held  by  subcontractors  for  processing. 


QUESTION  NO.  12 

( 1 ) (a)  A commercial  house  sells  goods  to  you  for  $1,000  on 

terms  2%  10  days,  net  30.  Is  it  to  your  advantage  to 
pay  this  bill  within  ten  days  and  take  the  discount? 
What  per  annum  rate  of  interest  is  the  saving  equiva- 
lent to? 

f b ) In  case  you  are  short  of  cash,  would  you  be  justified  in 
making  a 60-day  loan  from  the  bank  at  6%  interest  in 
order  to  take  the  2%  discount?  How  much,  if  any, 
would  you  then  save  on  the  transaction? 

(2)  Tom  Jones  purchases  from  Blue  and  Company  certain  goods 
at  different  dates  bearing  a “2%  ten  days,  net  30”  caption, 
and  from  time  to  time  he  makes  payment  on  account  but 
without  any  regard  to  due  dates  of  purchases.  Each  six 
months  he  makes  settlement  in  full  on  July  1st  and  January 
1st,  paying  or  receiving  5%  interest  on  the  difference. 

Required 

In  view  of  the  varying  dates  of  debits  and  credits,  how  would 
you  determine  the  amount  to  be  paid  at  the  time  of  making 
settlement? 

(3)  An  advertisement  offered  the  sale  of  5%  bonds  due  in  10  years 
at  a price  “to  net  the  investor  41/2%  to  maturity.” 

Briefly  interpret  this  statement. 

(4)  What  is  the  final  value  of  annuity  of  $500  for  4 years  if  con- 
sidered at  5%,  interest  compounded  annually?  Give  only  the 
formula,  by  algebra  or  arithmetic. 

(5)  A company  agrees  to  pay  $1,600  a year  for  5 years  in  settle- 
ment of  an  obligation.  What  sum  paid  now  would  be  equiv- 
alent to  this  annuity,  money  being  worth  4%  per  annum 
payable  yearly?  Give  only  the  formula. 
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Friday,  November  5,  1943,  from  2 P.  M.  to  5 P.  M. 


QUESTION  NO.  13 

(1)  What  is  the  responsibility  of  a public  accountant  to  include 
in  his  examination  a determination  of  compliance  by  a com- 
pany with  such  Federal  Law  as  Wages  and  Hours,  Salary 
and  Wage  Stabilization,  Renegotiation  of  War  Contracts,  etc.? 

(2)  (a)  How  should  the  provision  for  special  reserves  provided 

for  post-war  conditions  be  shown  in  the  statements  of 
a company? 

(b)  How  should  expenditures  in  subsequent  years  on  the 
maturity  of  these  conditions  be  shown  in  the  statements 
of  a company? 

(3)  (a)  What  is  the  accepted  method  of  accruing  in  the  records 

of  a company  the  fixed  fee  receivable  under  a cost-plus- 
fixed-fee  contract  with  a department  of  the  Federal  Gov- 
ernment where  the  fee  is  payable  on  the  basis  of  the 
approval  of  and  reimbursement  for  expenditures  made 
by  the  contractor  for  materials,  labor  and  overhead  costs 
and  not  related  to  the  delivery  of  the  completed  article? 

(b)  Under  this  type  of  contract  should  the  transactions  be 
effected  in  the  sales  and  cost  of  sales  in  the  statements  of 
the  company? 


QUESTION  NO.  14 

You  are  engaged  to  make  an  examination  of  the  Jones  Corporation 
as  of  December  31,  1941.  The  following  balances  are  included  among 
others  on  the  trial  balance  at  that  date: 

First  Mortgage  5 per  cent  Ronds $10,000,000  (Credit) 

Sinking  Fund  160,000  (Debit) 

The  bonds  were  issued  July  1,  1937,  and  mature  July  1,  1981.  The 
sinking  fund  provision  in  the  bond  indenture  requires  that  a fixed 
annual  amount  of  $80,000  shall  be  paid  to  the  trustee,  the  first  pay- 
ment to  be  made  on  July  1,  1940.  In  addition,  all  bonds  purchased 
or  called  by  the  trustee  shall  be  held  alive  in  the  sinking  fund  and 
the  interest  on  such  bonds  shall  be  considered  as  an  additional  con- 
tribution to  the  sinking  fund. 
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Your  analysis  of  interest  expense  indicates  that  interest  at  5 per 
cent  on  $10,000,000  of  bonds  has  been  charged  to  that  account  from 
July  1,  1937,  to  December  31,  1941. 

The  analysis  of  the  sinking  fund  account  indicates  that  the  book 
balance  represents  two  payments  of  $80,000  each  on  July  1,  1940, 
and  July  1,  1941.  A statement  of  the  sinking  fund  deposit  is  obtained 
from  the  trustee,  which  indicates  the  following: 


Debit  Credit 

July  1,  1940,  received  from  corporation  — $80,000 

July  1,  1940,  purchases,  98,000  at  81  flat $79,380  — 

$79,380  $80,000 

79,380 

Balance,  July  1,  1940  $620 

January  1,  1941,  interest  on  $98,000  2.450 

July  1.  1941,  interest  on  $98,000  2.450 

July  1,  1941,  received  from  corporation  80,000 

July  1,  1941,  purchases,  103,000  at  83  flat $85,490  — 

$85,490  $85,520 

85,490 

Balance,  December  31,  1941  $30 


Required 

(a)  Prepare  the  necessary  adjusting  entries  to  be  placed  on  the 
books  of  the  Jones  Corporation. 

(b)  Prepare  journal  entries  (without  amounts)  to  illustrate  the 
correct  procedure  for  recording  the  various  accruals  and 
transactions  relating  to  the  sinking  fund,  during  a period  of 
one  year. 

Ignore  any  income  tax  complications. 


QUESTION  NO.  15 

A department  store’s  books  of  account  show  the  following  for  the 


month : 

Merchandise  sales,  net  $61,000.00 

Merchandise  purchases,  cost  40,883.00 

Merchandise  inventory,  beginning  of  month, 
cost  301,210.00 


The  net  sales,  by  departments,  and  the  department  mark-ons  are 
as  follows: 
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Mark-on 

Department  Net  Sales  Pet. 

A $1,800.00  25 

B 2,400.00  26 

C 1,700.00  27 

D 1,600.00  28 

E 3,500.00  29 

F 3,000.00  30 

G 1,500.00  31 

H 1,500.00  32 

I 1,800.00  33 

J 1,750.00  34 

K 2,750.00  35 

L 2,300.00  36 

M 2,800.00  37 

N 3,000.00  38 

0 3,500.00  39 

P 2,700.00  40 

Q ' 2,500.00  41 

R 2,000.00  42 

S 2,000.00  43 

T 2,100.00  44 

U 2,400.00  45 

V 2,100.00  46 

W 1,900.00  47 

X 3,000.00  48 

Y 2,800.00  49 

Z 2,600.00  50 


$61,000.00 


Required 

Prepare  income  statement  in  form  showing  total  net  sales,  inventory 
at  beginning  and  end  of  period,  total  purchases  and  total  merchandise 
profit. 


QUESTION  NO.  16 

X Utility  Company  has  sent  you  a trial  balance  of  its  general  ledger 
as  at  December  31,  1942,  with  the  understanding  that  it  may  be  neces- 
sary for  you  to  prepare  its  balance  sheet  as  at  December  31,  1942,  and 
statements  of  income  and  surplus  for  the  year  then  ended.  The 
State  of  incorporation  does  not  have  a public  utility  commission  and 
the  company  has  instructed  you  to  follow  the  uniform  system  of 
accounts  prescribed  by  the  Federal  Power  Commission  for  public 
utilities  and  licensees  subject  to  the  provision  of  The  Federal  Power 
Act. 
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In  reviewing  the  trial  balance  you  find  that  certain  accounts  have 
explanatory  notes  appended  thereto.  The  accounts  with  appended 
notes  are  as  follows: 


1.  Special  deposits  (Note  1)  

2.  Customers’  advances  for  construction 


1. 

General  

$40,000 

2. 

United  States  War  Department 

(Note  2)  

120,000 

3. 

United  States  Na\w  (Note  3) . . 

*(5,000) 

* ( ) denotes  debit. 

3.  Electric  plant  (Note  4)  

1. 

In  service  

$14,000,000 

2. 

Leased  to  others  

200,000 

3. 

Construction  work  in  progress . . 

50,000 

4. 

Held  for  future  use  

150.000 

5. 

Acquisition  adjustments  

2,000,000 

4.  Gas  plant  (Note  5)  

5.  Reserve  for  renewals  and  replace- 

ments— gas  (Note  6)  

6.  Bonds  (Note  1)  

7.  Electric  plant  adjustments  (Note  7) . . 

8.  Accounts  receivable  — appliances 

(Note  8)  

9.  Miscellaneous  credits  to  earned  sur- 

plus (Note  9)  


Debits  Credits 

$1,050,000 

$155,000 


16,400,000 


5.000,000 

30,000 

10,000,000 

500,000 

3.000 

100.000 


NOTES 

1.  In  addition  to  sundry  deposits  amounting  to  $25,000  this  account  represents 
liability  for  Z Power  & Light  Company  5 pet.  First  Mortgage  bonds  due 
1970.  This  liability  was  assumed  in  1930  on  merger  of  X Utility  Company 
and  Z Power  & Light  Company.  The  amount  of  bonds  initially  authorized 
was  $15,000,000.  The  company  has  authorized  the  redemption  of  $1,000,000 
principal  amount  of  the  bonds  outstanding  on  January  1,  1943,  and  has 
deposited  the  necessary  funds  ($1,025,000)  with  the  trustee. 

2.  Refundable  $20,000  annually  beginning  in  1943. 

3.  Contract  dated  August  1,  1942,  provides  for  construction  advance  of  $125,000 
by  United  States  Navy  with  monthly  refunds  in  amounts  equivalent  to 
10  pet.  of  amounts  charged  to  the  United  States  Navy  for  power.  Although 
the  advance  was  not  received  by  the  company  until  February,  1943,  the 
company  remitted  the  monthly  refunds  aggregating  $5,000. 

4.  Original  cost  determination  approved  by  the  Federal  Power  Commission 
which  ordered  that  the  amount  established  for  acquisition  adjustments  be 
amortized  over  a period  of  10  years  by  equal  monthly  charges  to  income 
beginning  with  January,  1942. 

5.  Original  cost  voluntarily  determined  by  the  company  shows  $1,000,000  for 
gas  plant  acquisition  adjustments.  No  reclassification  entries  have  been 
recorded  in  the  accounts. 

6.  The  company  follows  the  retirement-reserve  method  of  providing  for  the 
retirement  of  property  used  in  its  gas  operations.  It  has  not  completed  its 
depreciation  studies  with  respect  to  such  property.  Based  upon  progress 
of  the  studies  to  date,  the  tentative  accumulated  depreciation  appears  to  be 
approximately  $400,000. 


15 


PENNSYLVANIA  DEPARTMENT  OF  PUBLIC  INSTRUCTION 


7.  The  Federal  Power  Commission  has  ordered  that  this  be  written  off  by  a 
charge  to  earned  surplus.  The  company  has  taken  the  position,  however, 
that  surplus  other  than  earned  surplus  is  available  for  such  charge. 

8.  The  company  sells  appliance  sales  contracts  over  $25  each  to  Y Bank  & 
Trust  Co.  As  of  December  31,  1942,  the  uncollected  balances  on  such  con- 
tracts aggregate  $60,000. 

9.  Of  this  amount,  $50,000  represents  the  estimated  savings  in  income  and 
excess  profits  taxes  arising  from  non-recurring  charges  to  surplus  and  $50,000 
represents  the  discount  on  preferred  stock  reacquired  and  retired  in  1942. 

Required 

For  each  of  the  foregoing  accounts  give  the  classification  or  position 
normally  given  such  an  account  in  the  financial  statement  of  a utility 
company  subject  to  the  jurisdiction  of  The  Federal  Power  Commission. 
As  a matter  of  having  uniformity  in  your  answers  to  the  accounts 
indicated,  you  are  requested  to  give  your  answer  in  the  following 
manner: 

For  instance,  for  an  account  entitled  “Cash — Demand  Deposits" 
with  a debit  balance  of  $1,300,000,  your  answer  should  be  given  in  the 
following  form: 

Balance  Sheet — Current  and  accrued  assets, 

Cash,  dividend  deposits  $1,300,000 

or 

For  an  account  entitled  “Depreciation”  with  a debit  balance  of 
$750,000  your  answer  should  be: 

Income  statement — Utility  Operation  Income — 

Operating  revenue  deductions — Provision  for 
depreciation  $750,000 

In  case  you  feel  that  any  departure  should  be  made  in  your  answer 
from  the  classification  set  forth  in  the  uniform  system  of  accounts 
prescribed  by  the  aforementioned  commission,  state  your  reason 
therefor. 
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EXAMINATION  IN  COMMERCIAL  LAW 


Saturday,  November  6,  1943,  from  9 A.  M.  to  1 P.  M. 


Note  to  Candidate — Carefully  read  each  question  in  full  before  writing 
your  answer.  Do  not  repeat  the  question  as  printed.  Where  a request 
is  made  for  an  explanation  give  the  rules  of  law  applicable.  Each  ques- 
tion is  entitled  to  the  weight  as  shown. 


QUESTION  NO.  I— WEIGHT  5 POINTS 

John  Smith,  by  letter,  offered  to  sell  to  Harry  Row  10,000  tons  of 
crushed  limestone  delivered  to  Row’s  plant  at  $3  per  ton.  The 
letter  stated  that  the  offer  would  remain  open  for  thirty  days.  Upon 
receipt  of  John  Smith’s  letter,  Harry  Row,  by  letter,  rejected  the  offer 
but  stated  his  willingness  to  pay  $2.75  per  ton.  John  Smith,  in  writ- 
ing, declined  Harry  Row’s  counter  offer.  Within  the  30-day  limit 
originally  fixed  by  John  Smith  in  his  offer,  Harry  Row,  by  letter, 
accepted  John  Smith’s  offer  but  John  Smith  refused  to  sell  the  stone 
to  Harry  Row. 

Was  a contract  entered  into  between  John  Smith  and  Harry  Row? 
Explain. 


QUESTION  NO.  II— WEIGHT  9 POINTS 

Define  and  explicitly  explain  the  differences  between: 

(a)  Bailment  lease. 

(b)  Conditional  sales  contract. 

(c)  Contract  to  hold  goods  on  consignment. 


QUESTION  NO.  Ill— WEIGHT  8 POINTS 

William  Hess  and  Albert  Cummings  are  partners  conducting  a retail 
store  located  in  Reading.  From  partnership  funds  they  purchased 
two  adjoining  buildings  in  which  they  conducted  the  business.  The 
title  to  the  real  estate  was  conveyed  to  them  as  “William  Hess  and 
Albert  Cummings,  partners  trading  and  doing  business  as  ‘Well-Fit 
Shoe  Company’  William  Hess  and  Albert  Cummings  are  each 
married.  William  Hess  and  his  wife  are  separated  by  mutual  con- 
sent. Albert  Cummings  and  his  wife  live  together  in  the  family 
relation.  Subsequent  to  the  date  of  the  acquisition  of  the  title  to  the 
aforesaid  real  estate,  judgments  were  entered  against  Albert  Cummings 
for  his  personal  debts  in  the  Prothonotary’s  office  at  Reading.  The 
partnership  now  desires  to  sell  one  of  the  buildings  and  place  a mort- 
gage on  the  other. 
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(a)  In  order  to  convey  a good  title  to  the  building  being  sold, 
is  it  mandatory  that  the  wives  of  William  Hess  and  Albert 
Cummings  join  with  their  respective  husbands  in  the  deed? 

(b)  In  order  to  give  the  mortgagee  a valid  and  enforceable  mort- 
gage on  the  other  building,  is  it  mandatory  for  the  wives  of 
William  Hess  and  Albert  Cummings  to  join  with  their  respec- 
tive husbands  in  the  execution  of  the  mortgage? 

(c)  Are  the  judgments  entered  against  Albert  Cummings  liens  on 
the  two  buildings? 

(d)  If  you  were  preparing  a financial  report  of  the  partnership, 
would  you  consider  the  judgments  entered  against  Albert 
Cummings  as  partnership  liabilities? 


QUESTION  NO.  IV— WEIGHT  5 POINTS 

Name  five  different  kinds  of  provable  debts  from  which  a bankrupt 
is  not  released  by  his  discharge. 


QUESTION  NO.  V— WEIGHT  8 POINTS 

At  the  request  of  the  Directors  of  The  National  Bank  of  Carlisle, 
Pennsylvania,  you  are  making  an  examination  of  the  bank,  paying 
particular  attention  to  its  loans. 

(a)  You  find  that  George  White  borrowed  $5,000  from  the  bank 
and  executed  a collateral  note  whereby  400  shares  of  The 
Pennsylvania  Railroad  Company  stock  were  pledged  as  col- 
lateral. George  White  delivered  the  stock  certificates  to  the 
bank  and  signed  Powers  of  Attorney  in  the  usual  form. 
George  White  died  owing  the  bank  the  full  amount  of  the  note. 

Can  the  bank,  when  selling  the  stock  to  pay  its  note,  use  the  Powers 
of  Attorney  signed  by  George  White  in  his  lifetime?  Answer  “yes” 
or  “no”,  and  then  state  the  legal  principles  in  support  of  your  answer. 

(b)  In  the  Note  File  you  find  a note  containing  the  words, 
“Ninety  days  after  date  I promise  to  pay  to  the  order  of 
The  Carlisle  National  Bank  the  sum  of  $3,000”  and  the 
said  note  is  signed  by  Robert  Gray  and  Ruth  Gray,  his  wife, 
The  note  is  past  due.  Upon  reviewing  the  individual  deposit 
records  of  the  bank  you  discover  checking  accounts  in  the 
following  names  and  amounts: 


Robert  Gray  $1,000.00 

Robert  Gray  and  Ruth  Gray. . . 1,500.00 

Ruth  Gray  500.00 


Assuming  that  Ruth  Gray  was  not  a surety  on  the  note,  can  the 
bank  lawfully  apply  any  of  the  above  accounts  to  the  payment  of 
the  note?  Specifically  answer  as  to  each  account  and  state  your 
reasons. 
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QUESTION  NO.  VI— WEIGHT  4 POINTS 

Name  two  instances,  as  provided  for  in  The  Sales  Act,  where  the 
unpaid  seller  of  goods  loses  his  lien  on  the  goods. 


QUESTION  NO.  VII— WEIGHT  10  POINTS 

Henry  Brown  and  Mary  Brown,  his  wife,,  were  simultaneously  killed 
in  a train  wreck.  Henry  Brown  died  intestate  leaving  to  survive  him 
the  following: 

John  Brown,  a brother. 

Thomas  Brown,  a son  by  a prior  marriage. 

Henry  and  Paul  Bowman,  grandsons,  being  children  of  a 
deceased  daughter  by  the  prior  marriage. 

Richard  Brown,  an  adopted  son  by  the  prior  marriage. 

Mary  Brown  died  intestate  leaving  to  survive  her  the  following: 
Sarah  Smith,  a sister. 

Ruth  and  Mary  Green,  nieces,  being  children  of  a deceased 
brother,  Harry  Thompson,  an  uncle. 

At  the  time  of  the  death  of  Henry  Brown  and  Mary  Brown,  his 
wife,  they  had  the  following  assets: 

$6,000  deposited  in  a savings  account  to  the  credit  of 
“Henry  Brown  and  Mary  Brown,  his  wife.” 

$3,000  (sale  value)  in  corporate  bonds  issued  to  “Henry 
Brown  and  Alary  Brown,  his  wife,  as  tenants  in  common.” 

$1,500  deposited  in  a checking  account  to  the  credit  of 
“Henry  Brown.” 

$500  deposited  in  a checking  account  to  the  credit  of  “Alary 
Brown.” 

The  administrator  of  each  estate  liquidated  the  assets  to  which  the 
estate  was  entitled. 

Distribute  the  assets  of  each  estate  among  the  heirs  in  accordance 
with  the  laws  of  Pennsylvania,  ignoring  Transfer  Inheritance  Taxes, 
debts  and  costs  of  administration. 


QUESTION  NO.  VIII— WEIGHT  6 POINTS 

Name  two  different  types  of  negotiable  instruments  that  represent 
ownership  in  personal  property. 


QUESTION  NO.  IX— WEIGHT  5 POINTS 

The  Keystone  Alanufacturing  Company,  a Pennsylvania  Corpora- 
tion with  its  principal  place  of  business  and  manufacturing  plant 
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located  in  Harrisburg,  was  the  owner  of  a smaller  plant  in  York.  The 
plant  at  York  was  unencumbered.  In  the  course  of  the  operation  of 
the  business  the  corporation’s  cash  became  depleted  and  money  was 
needed  to  meet  current  wages  due  employes.  The  President  reported 
this  condition  to  the  Board  of  Directors  and  offered  to  lend  to  the 
corporation  $10,000  at  5%  per  annum  providing  the  loan  was 
secured  by  a first  mortgage  on  the  plant  at  York.  The  Directors  at 
a regular  meeting,  by  a resolution  unanimously  adopted,  authorized 
the  borrowing  of  the  money  from  the  President  and  directed  the  execu- 
tion of  a mortgage  and  its  accompanying  bond  upon  the  plant  at  York. 
The  mortgage  and  bond  were  executed  by  the  Vice-President  and 
Secretary  in  behalf  of  the  corporation  and  the  corporate  seal  was 
affixed.  The  corporation  received  the  $10,000  and  used  it  to  pay 
the  wages  then  due  to  its  employes. 

One  year  later  the  Keystone  Manufacturing  Company  filed  its 
petition  for  reorganization  under  the  Federal  Bankruptcy  Laws.  The 
mortgage  was  still  unpaid  and  the  President  presented  his  claim  for 
$10,000  and  accrued  interest  and  asserted  his  claim  to  be  a first  lien 
on  the  plant  at  York. 

If  you  were  making  an  audit  of  the  corporation  for  the  stockholders 
and  you  desired  to  question  the  validity  and  priority  of  the  mortgage 
what  legal  reasons  would  you  assign  in  support  of  your  contentions? 


QUESTION  NO.  X— WEIGHT  9 POINTS 

Explain  and  clearly  distinguish  and  contrast  the  nature  of  the  lia- 
bility of  each  of  the  following: 

(a)  A surety. 

(b)  An  endorser. 

(c)  A guarantor. 


v QUESTION  NO.  XI— WEIGHT  9 POINTS 

David  Fulton  was  the  owner  of  500  shares  of  Cumulative  6%  Pre- 
ferred Stock  of  The  Fulton  Supply  Co.  On  December  15,  1941,  the 
corporation,  by  a resolution,  declared  a 6%  dividend  to  be  paid  on 
December  31,  1941,  to  registered  shareholders  as  of  that  date.  On 
December  31,  1941,  there  were  credited  to  the  account  of  David  Fulton 
the  sum  of  $3,000  which  sum  was  subject  to  his  demand.  David 
Fulton  died  testate  on  February  1,  1942,  leaving  a net  estate  in 
excess  of  $100,000  and  The  State  Bank  was  appointed  Executor  of 
his  estate.  On  March  1,  1942,  the  $3,000  was  actually  paid  to  the 
Executor.  David  Fulton  in  his  lifetime  made  his  income  tax  returns 
on  a cash  basis. 

(a)  Should  the  $3,000  have  been  considered  by  the  Executor 
as  income  subject  to  Federal  Income  Tax,  and  if  so  for  what 
period  should  it  have  been  reported? 
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(b)  In  determining  the  Federal  Estate  Tax  should  the  $3,000 
have  been  considered  an  asset  of  the  estate? 

(c)  In  determining  the  Pennsylvania  Transfer  Inheritance  Tax 
should  the  $3,000  have  been  included  as  an  asset  of  the 
estate? 


QUESTION  NO.  XII— WEIGHT  6 POINTS 

Certain  unsecured  creditors  of  Luther  Green,  a voluntary  bankrupt, 
have  requested  you  to  review  the  claims  presented  against  Luther 
Green’s  estate  because  it  appears  that,  if  all  claims  which  have  been 
presented  are  allowed,  the  distribution  to  unsecured  creditors  will  be 
about  10  per  cent.  Upon  investigation  you  find  that  John  Sadler 
was  indebted  to  Luther  Green  for  $20,000  and  that-  Luther  Green 
owed  Harry  Eastman,  on  an  open  account  for  merchandise,  the  sum 
of  $25,000.  Three  weeks  after  Luther  Green  was  adjudicated  a bank- 
rupt, John  Sadler,  with  full  knowledge  of  Luther  Green’s  insolvency 
and  with  a view  of  using  Harry  Eastman’s  claim  as  a set-off,  pur- 
chased Harry  Eastman’s  claim  against  Luther  Green  at  a discount. 

Thereafter  John  Sadler  claimed  that  he  was  not  indebted  to  Luther 
Green’s  estate  for  the  $20,000  inasmuch  as  he  had  asserted  the  right 
of  set-off.  Furthermore  he  presented,  as  assignee  of  Harry  Eastman’s 
claim,  a claim  for  the  sum  of  $5,000,  being  the  balance  alleged  to 
be  due  on  Harry  Eastman’s  claim  over  and  above  the  $20,000  for 
which  the  right  of  set-off  was  asserted. 

Can  John  Sadler,  under  the  Bankruptcy  Laws,  properly  assert  the 
right  of  set-off  and  does  he  have  an  allowable  claim  for  the  $5,000? 
Explain  fully. 


QUESTION  NO.  XIII— WEIGHT  6 POINTS 

On  November  1,  1943,  Jacob  Cotton  agreed  to  purchase  in  bulk  from 
Nathan  Cohen  all  his  goods,  wares,  merchandise  and  fixtures  for 
$25,000.  The  sale  was  neither  in  the  ordinary  course  of  Nathan 
Cohen’s  trade  nor  in  the  regular  and  usual  prosecution  of  Nathan 
Cohen’s  business.  Jacob  Cotton  agreed  to  accept  delivery  on  Decem- 
ber 1,  1943,  and  agreed  to  pay  at  that  time  $5,000  in  cash  and 
execute  a 90-day  promissory  note  payable  to  Nathan  Cohen’s  order 
for  $20,000. 

(a)  What  steps  should  be  taken  to  protect  Jacob  Cotton  and  the 
creditors  of  Nathan  Cohen? 

(b)  If,  on  December  1,  1943,  Jacob  Cotton  makes  settlement  with 
Nathan  Cohen  without  any  steps  other  than  those  above  set 
forth  having  been  taken  and  immediately  thereafter  Nathan 
Cohen  endorses  the  note  payable  to  the  order  of  Sol  Levy, 
can  Jacob  Cotton  refuse  payment  at  maturity  of  the  note 
if  a Court,  in  a proceeding  instituted  by  an  unpaid  creditor 
of  Nathan  Cohen,  has  declared  the  sale  invalid? 
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QUESTION  NO.  XIV— WEIGHT  4 POINTS 

In  making  an  audit  of  a First  Class  Township  you  find,  from  a 
reading  of  the  official  minutes  of  a regular  meeting,  at  which  all  the 
Township  Commissioners  attended,  the  following: 

(a)  That  Paul  Rhoads,  without  previous  notice  or  solicitation, 
appeared  before  the  Commissioners  and  orally  offered  to 
furnish  and  plant  certain  trees  and  shrubs  upon  the  grounds 
surrounding  the  Town  Hall  for  $750.  The  Commissioners 
immediately  and  unanimously  accepted  the  bid  and  awarded 
the  contract  to  Paul  Rhoads. 

(b)  That  the  Commissioners,  after  conferences  but  without  adver- 
tisement or  notice,  entered  into  a written  contract  with 
Thomas  Myers,  an  engineer,  employing  him  at  a cost  of 
$1,000  to  investigate  and  submit  a report  to  the  Commis- 
sioners on  the  desirability  of  constructing  a sanitary  sewage 
system  in  the  Township. 

What  comments  would  you  make  as  to  the  legality  of  each  of  the 
above  contracts? 


QUESTION  NO.  XV— WEIGHT  6 POINTS 

Earl  Jones,  by  oral  contract,  purchased  500  tons  of  coal  from  Harry 
Black  and  agreed  to  pay  therefor  at  the  rate  of  $5  per  ton.  After 
Harry  Black  delivered  the  coal,  Earl  Jones,  without  disputing  the 
claim,  contended  that  he  was  financially  unable  to  pay  for  the  coal. 
Harry  Black  thereupon  orally  agreed  with  Earl  Jones  to  accept 
$2,000  as  payment  in  full  of  the  indebtedness.  Earl  Jones  paid  to 
Harry  Black  the  $2,000  in  cash.  Harry  Black  thereafter  discovered 
that  Earl  Jones  has  misrepresented  his  financial  condition. 

(a)  Can  Harry  Black  recover  from  Earl  Jones  the  remaining 
$500?  Explain  fully. 

(b)  If  Earl  Jones,  when  making  payment,  had  issued  a voucher 
check  setting  forth  that  the  amount  of  $2,000  was  offered 
in  full  payment  of  the  500  tons  of  coal  and  if  he  had  placed 
on  the  back  of  the  voucher  check  the  words,  “By  the  endorse- 
ment of  this  voucher  the  payee  accepts  the  amount  of  same 
in  payment  of  account  as  per  statement  within,”  could  Harry 
Black,  after  cashing  the  voucher  check,  recover  from  Earl 
Jones  the  remaining  $500?  Explain  fully. 
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